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Vermont Hydro-electric Power Authority
112 State Street, Drawer 20
Montpelier, Vermont 05620-2601

Mission Statement

To pursue the potential acquisition of hydro-electric power generation resources along
the Connecticut and Deerfield Rivers in a way that secures tangible benefits for
Vermont’s citizens tomorrow and for generations to come.

The Vermont Hydro-electric Power Authority’s statutory mission, found in 30 V.S.A.
§8051(b), is to

finance, purchase, own, operate, or manage any interest in hydroelectric power
facilities along the Connecticut and Deerfield Rivers . . . . The purchase and
operation of an interest shall be pursued with the following goals:

(1) To promote the general good of the state;

(2) To stimulate the development of the Vermont economy;

(3) To increase the degree to which Vermont’s energy needs are met through
environmentally sound, sustainable and renewable in-state energy
sources;

(4) To lessen electricity price risk and volatility for Vermont ratepayers and
increase system reliability;

(5) Not to compete with Vermont utilities; :

(6) To ensure that the credit rating of the state will not be adversely affected
and Vermont taxpayers will not be liable should the project fail because
of the failure to produce sufficient revenue to service the debt, the failure
of a partner, or for any other reason; and ‘

(7) To cause the project to be operated in an environmentally sound manner
consistent with federal licenses and purposes.
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The Town of Rockingham continued to pursue its rights under the Option Agreement
after TransCanada took ownership. As described below, the Bellows Falls deal allowed
under the Option Agreement was not consummated, the Option Agreement has expired,
and ownership of the entire hydro-electric system remains with TransCanada.

The Rockingham Transaction

The VHPA worked with Rockingham, Brascan Corp., Emera, Inc. and the Bellows
Falls Power Company (“BFPC™)’ to facilitate Rockingham’s financing to purchase the
Bellows Falls facility under the Option Agreement. Rockingham would lease the facility to
the BFPC after the purchase. The details of that financing and its structure are found in the
July 2005 report (Appendix A, PP 9-12). The final, modified financing structure, described
below, contemplated the VHPA purchasing the Bellows Falls facility, leasing the facility to
the BFPC, and as soon as possible transferring ownership and the lease to Rockingham.

A purchase by Rockingham under the Option Agreement required final,
nonappealable regulatory approvals from the Federal Energy Regulatory Commission
(“FERC”) and the Vermont Public Service Board by September 11, 2005, with a closing
deadline of October 3, 2005. Necessary regulatory approvals' were sought from FERC for
the operating authority and license transfer and from the Vermont Public Service Board for

certificates of public good to purchase, own and operate a Vermont electric generation
facility.

Vermont law required the Rockingham Selectboard to obtain voter approval for the
transaction. Rockingham voters rejected an agreement reached between the Selectboard and
the BFPC on July 12, 2005. That transaction structure envisioned the VHPA purchasing the
facility from TransCanada and'immediately (at closing) transferring ownership to
Rockingham. Rockingham would then lease the Bellows Falls facility to the BFPC for 74
years. A revote of the same question was petitioned and took place on August 22, 2005.
Again Rockingham’s voters rejected the proposal.

Rockingham’s Selectboard and the BFPC attempted to restructure the transaction
after it was twice rejected by Rockingham’s voters. The restructured transaction
contemplated a financial acquisition accomplished by the YHPA purchasing the facility,
transferring it as soon as practical to the BFPC and preserving for Rockingham the right to
take ownership at a later date. This restructured transaction was dgpendent upon an
amendment to the Public Service Board June 6, 2005 order approving the original
ransaction, and an amendment to the pending FERC regulatory approvals. Both
amendments needed to be final orders before the Option Agreement’s September 11, 2005
deadline for regulatory approvals.

Regulatory approvals were not secured by September 11, 2005, and the facility was
N0t purchased pursuant to the Option as originally enwsmneq or as restructured. Ownership
and operatjon remains with TransCanada. The VHPA, Rockingham, the BFPC, Brascan and
TR
The Bellows Falls Power Company (“BFPC”) was created by Brascan and Emera to own and manage a

1“53 old interest in the Bellows Falls facility. : .
¢ hydro facilities are all federally licensed and regulated. Electric generation plant owners and

0
Perators myst also have state regulatory approval.
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Federal Energy Regulatory Commission
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associated with any claims made. Ng claims have arisen related to the agreements or
transaction, and none are anticipated.

Financial Report

The VHPA received a $500,000 legislative appropriation to fulfill its miSSI(?n- It
has not requested nor received additiona] funding. Under the Master Agreement with
Rockingham and the BFPC, the BFPC and Emerg directly paid the VHPAs legal
expenses that were related to the Bellows Falls transaction. There continued to be a small
amount of VHPA-related work that is billed directly to the Authority. Also, expenses

appropriation, the PSD is waiting
expenses have been paid as requ

Recommendation of Dissolution

In light of the fact that th

ere is no longer an opportunity to purchase any of the
applicable hydro-electric facilities, the VHPA believ
following this report's approval

es it should discontinue operations
and recommends that the Legislature repeal 30 V.S.A.
Chapter 90.
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Mission Statement

To pursue the potential acquisition of hydroelectric power generation resources along the

Connecticut and Deerfield Rivers in a way that secures tangible benefits for Vermont’s
citizens tomorrow and for generations to come.

The Vermont Hydro-Electric Power Authority’s statutory mission, found in 30 V.S.A.
§8051(b), is to

finance, purchase, own, operate, or manage any interest in hydroelectric power
facilities along the Connecticut and Deerfield Rivers . . . . The purchase and
operation of an interest shall be pursued with the following goals:

(1) To promote the general good of the state;
(2) To stimulate the development of the Vermont economy;
(3) To increase the degree to which Vermont’s energy needs are met through

environmentally sound, sustainable and renewable in-state energy
sources;

(4) To lessen electricity price risk and volatili
increase system reliability;

(5) Not to compete with Vermont utilities;

(6) To ensure that the credit rating of the state will not be
and Vermont taxpayers will not be liable should the project fail because
of the failure to produce sufficient revenue to service the debt, the failure
of a partner, or for any other reason; and

(7) To cause the project to be operated in an environmenta
consistent with federal licenses and purposes.
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invesment bankers Lazard Freres & Co.;B : u. » d
Emera, Inc. (“Emera™); the Town ofR" ; Brascan Power Corporation (“Brascan”) an

ockingham (“Rockingham” or “Town”), the
Bellows Falls Power Company, L1C (“BFPC): -ty - 8
(“TransCanada™). This report will s ); and TransCanada Hydro Northeast,

hare publicl i i i analysis, as
well as the VHPA'’s decision-m aking prolée“l:n}:i ‘:)“’f;lcl:::sl.nformanon and analysi

T_hc last year has Séen a tremendous amount of activity for the VHPA. The
VHPA hit the ground running in June with the Brascan/Emera/VRPSAA collaborative
venture (in which the VHPA replaced the VRPSAA) well along in its effort to acquire the
hydroelectric facilities on the Connecticut and Deerfield Rivers. Much study and
financial analysis had been completed by the VRPSAA's consultant, and USGen’s effort
to market and sohcllt bids for the facilities was well under way. Since that time,
TmnsCapada submitted the successful bid in the “stalking horse” auction and has taken
ownership of the hydroelectric systems, despite an aggressive and well-executed joint bid
by Brascan and Emera in which VHPA had a participation right. After the TransCanada
stalking horse bid became public, Brascan, Emera and the VHPA independently
undertook economic analyses to determine whether it made sense to participate jointly in
the next bidding round and bid against the TransCanada agreement with USGen. There
was significant discussion among Brascan, Emera and the VHPA about the benefits and
risks of a competing bid. It was decided that making a competing bid for the facilities
was not economically advantageous, and, instead, efforts would be directed towards
working with Rockingham on acquiring and leasing the Bellows Falls facility. Currently,
the VHPA is supporting Rockingham in its effort to purchase the Bellows Falls
Hydroelectric Station on the Connecticut River and lease it to the BFPC, a limited
liability company jointly formed and owned by Brascan and Emera to lease the Bellows
Falls station from Rockingham. The transaction is expected to close by October 2005.

This report will describe in some detail the VHPA’s activities from inception to
the present.

Overview of the VHPA’s Activities from Inception to the Present

Historical Context

The 1990’s were a time of tremendous change in ﬂ.lc elegtric energy markets.
Many states began transitioning from fully regulated, vertically integrated monopoly
systems to retail competition, with (in theory) multiple retail providers of electricity
competing to serve Customers. The federally-regulated wholesale power ma.rkct§ were
also beginning a transition t0 & market-based app_roach., where who!esale generation
companies, not incumbent monopoly utilities, built electric generation plants and sold the
power to retail providers within a structured maﬂfc‘Place.' !)urmg .tlus LG N
Hampshire and Massachusetts “restructured” their electric mdustne:v;gil the former .
monopoly providers were required to sell their generation assets to esale generation

Companies.
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Power i‘ifﬁi'ﬁi‘ﬁ“ﬁ&s broad powers to “function as an electric utility on bf:alf of
ratepayers of the authority in the operation, distribution, gc,?cratmn, hmdnASIt%m _
purchase, sale, and lease of electrical energy and faCI!lnc§. The proposed Au ority
would also have had specific power to “purchase, maintain, and operate hydroelectric
facilities on the Connecticut and Deerfield Rivers.” This bill did not move out of

committee.

The Vermont Renewable Power Supply Acquisition Authority

Feasibility and Market Analysis

Legislation ultimately was enacted creating the VRPSAA in the 2003 Capital
g(;)(?;t)m%gn\fi!gs:?‘:h was signed and effective on June 11, 2003. (Act 63, Section 33,
e bl al\yas charged w1t1'1 conducting two studies: one addressing “the
e cal 1ssues involved in a purchase of the hydroelectric dams on the

and Deerfield Rivers,” and a second studying “the principal policy issues

3 if it we . . X
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bankruptcy_proceedings. The bankruptcy largely was the result of the collapse of the
energy trading markets (coincident with the fall of Enron) and the losses USGen’s

affiliated energy trading subsidiaries sustained, and was not related to the hydroelectric
facilities’ performance.

USGen’s bankruptcy filing created speculation that the Connecticut and Deerfield
River hydroelectric systems would be available at a bargain price from a distressed seller.
It was proposed that a public entity purchasing the systems at a distressed sale price
would give Vermonters access to clean, renewable power at below-market prices,
therefore the state should take any action necessary to accomplish the purchase. The
bankruptcy did present new opportunities, but also new challenges. By declaring
bankruptcy, USGen gave control of the sale process to the creditor committee and the
bankruptcy court, ensuring the state access to what would be a public process, but also
ensuring that the seller would use all means available to maximize economic value for the
assets, instead of focusing on how to return USGen to solvency as an ongoing concern.

The VRPSAA determined that it would need energy market and financial analysis
expertise, released a Request for Proposals for assistance and proceeded through the
competitive bid process. At the August 27, 2003 VRPSAA meeting, Lexecon, Inc. was
retained to assist in the research, analysis and study preparation. Six meetings open to
the public (other than portions held in executive session) were held between June 2003

and April 2004, two of which were expressly to take public input (one in Montpelier and
one in Wilmington).

Two public presentations were prepared and submitted by the VRPSAA to the
General Assembly on December 1, 2003. They are attached as Appendix C, and can also
be found on the Vermont Legislature’s web page at
http://www_leg.state.vt.us/reports/04power/power.htm.

The 2004 General Assembly passed a section in the 2004 Budget Adjustment Act
providing additional funding and guidance to the VRPSAA. (See Appendix D.) The
language manifested support for the VRPSAA’s work, authorized the Secretary of
Administration to enter into a Memorandum of Understanding (“MOU”) with private
sector partners, required prior approval by the General Assembly for entering into a
binding commitment for a partnership or to purchase assets, and mandated that a state
entity owning hydroelectric facilities pay property taxes to municipalities as if it were an
entirely private entity.

The Lexecon analysis concluded that Vermont, acting alone, only had a 7.5%
chance of success to acquire the facilities. (See Appendix C.) Based on that analysis and
other information, the VRPSAA unanimously decided to investigate a public/private
collaboration to achieve its goals. A public/private collaboration was pursued because,
among other things, the deal was too big, both in terms of cost and amount of generation
capacity for the state to pursue alone; the state had no other electric generation portfolio
against which to balance the variable generation of these two hydroelectric systems,
creating supply and market risks; and the systems’ outputs didn’t match the state’s
portfolio needs between now and at least 2012, if not beyond.

5
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relationship with the VRPSAA's consultant, Lexecon. The marketing process for USGen
to sell its assets was already underway, and the VHPA seamlessly continued the work to
pursue the facilities. A concise description of the marketing efforts by USGen, the
reasons for choosing the TransCanada bid as the “stalking horse,” and the bankruptcy

auction terms are found in a motion filed with the bankruptcy court, attached as
Appendix E.

Extensive analysis and strategic planning took place between June and
September, 2004. Lexecon refined and updated the economic model to determine the
facilities” current market value and the value to the VHPA under different financing
methods (e.g., tax-free or taxable bonds, private financing, joint financing, etc.).
Brascan, Emera, and the VHPA were in regular communication regarding developments
in the bankruptcy process and to discuss acquisition strategies and possible joint
ownership structures. The VHPA hired Government Finance Associates as its financial
advisor (using a competitive bidding process) to determine the financial market
requirements for raising funds, to assist in thinking creatively about financing options,
and, if necessary, to negotiate joint financing packages with Brascan and Emera. The
firm of Palmer & Dodge was retained as bond counsel, and the Burlington law firm of
Dinse, Knapp & McAndrew, P.C. was retained as legal counsel.

Part of the ongoing analysis was access to all of the technical “due diligence”
material made available by USGen in the auction process. The due diligence materials
were reviewed by the VHPA’s manager and the Lexecon analysts. In July, a full day
management presentation took place in Bethesda, Maryland, followed by three days of
site visits to each facility on the Deerfield and Connecticut Rivers, attended by the VHPA
interim manager and Brascan and Emera technical and management personnel. The

stalking horse bidding process was active during this time. Final first round bids were
submitted in August 2004.

The VHPA s participation in the established process with Brascan and Emera was
governed by the MOU terms, which allowed the VHPA to understand the final terms of a
purchase and sale agreement before deciding whether it would participate with a financial
investment. Under the MOU terms, Brascan and Emera led participation in the process,
giving them the flexibility to respond quickly in the competitive process and protect their
commercial interests. The MOU likewise preserved the VHPA’s opportunity to fully
evaluate and understand the price and terms before committing to participation in the
deal, and to assure the transparency and oversight necessary for such a major public
financial and policy commitment. It was essential to avoid a situation where the VHPA
would be bound to deal terms that were acceptable to private business entities but not to a
public entity. The MOU also allowed the VHPA the flexibility to withdrawal from the
deal if legislative approval for financing was not forthcoming. Finally, Brascan and
Emera agreed to provide initial financing of any acquisition. The VHPA could not
participate in an initial financing because a winning bidder would need to provide proof
of ability to finance without contingencies, and the VHPA would need a financing
contingency because it could not issue bonds to finance an investment until the price and
terms were determined.
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By late August 2004, the VHPA had learned that TransCanada Hydro Northeast,
Inc. was selected as the “stalking horse™ bidder, at a bid of $505 million. The next step
was 1o determine, along with Brascan and Emera, whether to submit a competing bid,
The bankrupicy court public auction rules required a minimum competing bid of
§527.750,000, which included the $505 million bid price, a $12,750,000 break-up fee, a
$$ million expense reimbursement, and & $5 million minimum additional bid increment.
(See Appendix E)

Brascan and Emena concluded that the needed financial returns could not be
:ﬂhlmd o the minimum competing bid, considering market forecasts, financing costs
mmuumhid '::: Accordingly, the BME:ncn!V HPA group submitted no

bankrupicy court auction. The VHPA joined in this determination,
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was too high for an entity Vermont's size to finance, given the risks, that the VHPA was
unlikely to qualify as a bidder by itself (see Appendix E for bidder qualifications), lnd
that the VHPA had not conducted exhaustive independent due diligence of the facilities,
and did not have the resources to do so, even if sufficient time was available.

No qualified bids were submitted by any entity against TransCanada’s Purchase
and Sale Agreement and $505 million bid on the final bid date. TransCanada won the
auction by default. TransCanada closed the transaction and took ownership on April 1,
2005, subject to Rockingham's Option Agreement on the Bellows Falls station pursuant
10 an Option to Purchase with USGen (and assumed by TransCanada) dated July 13,
2004 (the “Option Agreement”).

The Rockingham Transaction

The VHPA is currently working with Rockingham, Brascan, Emera and the BFPC
(created by Brascan and Emera to own and manage the leasehold interest in the Bellows Falls
facility) to facilitate the Bellows Falls facility's acquisition by the Rockingham, and the leasc
to the BFPC. Regulatory approvals have been sought from the Federal Energy Regulatory
Commission for the operating license transfer and from the Vermont Public Service Board
for certificates of public good to purchase, own and operate a Vermont clectric generation
facility. All regulatory approvals must be in hand and all appeal periods must have run by
September 11, 2005. Closing must occur by October 3, 2005 at the latest, pursuant to the
terms of the Option Agreement. In the event the facility is not transferred to Rockingham as
envisioned, ownership and operation will remain with TransCanada.

Rockingham began pursuing this facility prior to any involvement by the VHPA,
Brascan or Emera. During the time that the VHPA, Brascan and Emera were pursing
purchase of the entire Connecticut and Deerfield River systems, Rockingham had
acquired an option, approved by USGen's creditors and the bankruptcy court, to purchase
the Bellows Falls facility for $72,046,000, and had been pursuing strategies to exercise it
option. In September 2004, Rockingham announced that it had been working with the
Vermont Public Power Supply Authority (“VPPSA™) to assist it in financing its option to
purchase the Bellows Falls facility, but that VPSSA had determined it would not be able
to assist Rockingham with financing. Shortly thereafter, Rockingham and the VHPA
discussed finding synergies in their separate pursuits. Rockingham also contacted
Brascan, which led to further discussions around structures that would allow Rockinghar
to exercise its option and purchase the facility and Brascan/Emera to acquire an operatin,
interest in the facility.

The preliminary discussions resulted in a late October 2004 meeting that include
representatives from Rockingham, Brascan, Emera and the VHPA | at which the general
framework for a mutually advantageous acquisition of the Bellows Falls station was
discussed. The transaction’s mechanics with USGen were already negotiated between
Rockingham and USGen in the Option Agreement. A critical term was the requirement
that the entire purchase price be deposited in an escrow account before December 7,
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consistent with federal licenses and purposes, which in tum requires operation in an
environmentally sound manner.

Rockingham Agreements

There are five main agreements govemning the relationships between the VHPA,
Rockingham, Brascan, Emera, and the BFPC: the Assignment of Option to Purchase;
Master Agreement; Lease Agreement; Assignment and Assumption of Lease; Deposit
Account Control Agreement; and Security Agreement.

The general structure is as follows: Rockingham exercised its option agreement
with USGen by notifying USGen on December 1, 2004 that it intended to purchase the
facility. The Option required that the Optionee deposit $72,046,000 in an escrow account
within seven days after exercise of the option. On December 7, Rockingham, the VHPA,
BFPC, Brascan and Emera executed the agreements, including an assignment of the
Option from Rockingham to the VHPA (making the VHPA the optionee), and an
assignment of the Lease between Rockingham and BFPC to the VHPA. Immediately
thereafter, BFPC provided the $72,046,000 as prepaid rent on a 74-year lease between the
VHPA (as assignee of Rockingham) and BFPC. The VHPA, now acting as the optionee,
deposited the $72,046,000 into an escrow account pending closing. At closing, the
VHPA will transfer title to Rockingham and reassign the Option Agreement and the
Lease Agreement to Rockingham.

The Master Agreement sets out all of the rights and obligations between
Rockingham, the VHPA, the BFPC, Brascan and Emera, including responsibility among
the parties for transaction costs; representations, warranties and covenants; any
conditions on the obligations and rights; litigation, indemnification and limitations of
liability. The Master Agreement requires that all parties make efforts to complete all
necessary transactions and consummate the transfer of the facility. The agreements
require the VHPA to return all of the pre-paid lease funds that may be returned to the
VHPA to the BFPC, should the lease be terminated. The lease automatically terminates
if closing is not completed by October 3, 2005 or the Option Agreement is terminated
prior to closing. The VHPA’s liability is limited under all circumstances to the amount of
funds returned from the escrow account or the deposit return account, including interest,
plus a maximum of $100,000 in legal fees in the event the transaction contemplated by
the Master Agreement is the subject of any litigation.

The agreements also require the VHPA to convey the property to the Town upon
closing, and to reassign the Option Agreement and the Lease Agreement to the Town.
The Town agrees to accept conveyance and reassignment, and agrees that the VHPA can
seek specific performance of this provision. This paragraph is crucial to the VHPA. Its
participation in the transaction is solely to facilitate the financing, and it is important that
it be required to convey and reassign at closing and that the Town be obligated to take
conveyance of the property and reassignment of the other agreements at closing,
regardless of circumstances. If the Town, for any reason, cannot take title and
reassignment of the Option Agreement and Lease Agreement, the Master Agreement
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In sum, the VHPA is working hard to facilitate the financing of the Rockingham
wransaction. Rockingham will owr, and eventually control and operate a local,
renewable, low-operating cost electric generation facility with very little risk. The
wransaction is complex, but the benefits are real and achievable.

Current Activities

r’PSB';T:;:ck!P: ;f‘ol ;g—{;;:nnm with Rockingham before the Public Service Board
edlL e secking the necessary state regulatory approvals to acquire
o ,_ﬁ:fmsferowmshipwtbe Town. The BFPC has also

‘ m&"mm‘m’-"‘“* ﬁﬂlﬂi operate the Bellows Falls facility, which has been
m“-“w‘is g o Service Board orders granting the necessary
expecied 10 follow. The . 2003. Transfer of the FERC operating license is
parmes seck w0 close the deal by October, 2005.

Financizal Report
The VHPA received a $500,000 legislative appropriation to fulfill its mission- It
has not requested nor received additional funding. Current funding should be sufficient
1o pay expenses through closing of the Rockingham transaction. Under the Master
Agreement with Rockingham and the B C is obligated to reimburse the
VHPA for legal expenses that are directly related
iti -rela:edworkthatisbil}eddimct]ymﬂxA
Department, primarily bankruptcy counsel
VHPA must operate

continues to be additional VHPA
Also, expenses paid by the Public Service
expenses, have not yet been reimbursed by the VHPA. Because the V
with a fixed appropriation, the PSD is waiting to be paid until all outside contractors and
other expenses have been paid as required by statute.
VHPA FINANCES
VHPA BUDGET .
"REVENUE | PAYABLES Notes
Legisiative $485,821.00
Appropriation (Less
Admin fees)
ENCUMBRANCES
Lexecon, Inc. $200,000.00
Amendment $70,000.00
1,2/1/05
$270,000.00 (Final, No Additional Funds)
Dinse, Knapp & $50,000.00
McAndrew, P.C.
Amendment $50,000.00
1, 2/1/06
$83,805.04 (Through June 8, 2005)
Government Finance $100,000.00
Associates, Inc.
$35,858.30 (Through January 25, 2005) |
Paimer & Dodge, LLP. $150,000.00
$16,613.99 (Balance of contract cancelled,
this is final expenditure) |
Board of Directors Per $1,237.25
Diems & Mileage
— , =
I Department of Public ]
Service
7 (Billbacks) $40.043.05 (travel, bankrupicy counsel,
i 2 postage) |
Total Expended 448,548 63 =
[Total Remaining $42.272 37 o
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MEMORANDUM

SUBJECT: Possible State purchase of the Connecticut and Deerfield River Dams
DATE: June 24, 2003

e R T e e i

This is a summary of the background and some of the pros and cons of pursuing a state purchase
of the Connecticut and Deerfield River hydroelectric stations.

What is for sale?

USGen New England, Inc., a wholly-owned subsidiary of PG&E National Energy,

- § purchased a portfolio of hydroelectric dams and fossil fuel generation plants in Vermont, New
Hampshire, Massachusetts and Rhode Island in 1998 from National Grid USA for approximately

$1.6 billion. There are six hydroelectric dams along the Connecticut River that are now owned

§ by USGen New England, along with three lakes in Northern New Hampshire used as water

storage. There are two hydroelectric dams on the Deerfield River in Vermont (including one
reservoir in Somerset, VT, that doe not have an electric plant), and six in Massachusetts. There
is also a “pumped storage” facility on the Deerfield in Massachusetts. Finally, there are three
fossil fuel plants in the portfolio, two in Massachusetts (Brayton Point in Somerset, Mass., and
the Salem Power Plant in Salem, Mass.) and one in Rhode Island (Manchester Street Station in

Providence, RI).

Since 1998 the legislature has discussed whether Vermont should have attempted to
purchase the facilities on the Connecticut and Deerfield Rivers, characterizing it as an
opportunity for Vermont to control a local, non-polluting source of electric generation. This
discussion has resurfaced this year with the offering of USGen New England, Inc. for sale.

In a conversation with the Department this winter, PG&E National Energy indicated that
it is offering for sale 100% of the stock in USGen New England, Inc. A stock purchaser takes
not only the company’s physical assets, but also its corporate liabilities, existing power sales
contracts, union employee contracts, etc. PG&E National Energy has stated this winter that it
was not entertaining offers on individual assets, or groups of assets. The company would not say
if such offers would be entertained at any time in the future.

How much power do the dams produce?

The six hydroelectric stations on the Connecticut River have a rated output of 480
megawatts (MW). The two Deerfield River hydroelectric stations in Vermont have a rated
output of 44 MW. The two systems in Vermont are rated at 524 MW. There are an additional
six hydroelectric stations on the Deerfield River in Massachusetts (not including the Bear
Swamp pumped storage station) with a rated output of 4IMW.

The “rated output” is the amount of energy produced if the turbines are operating at full
capacity. This is rarely the case. The “capacity factor” for each station tells us what percent of
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What are the possible risks to the state of purchasing the doms”
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staie’s advantages would be that we can get iower cost financing. and that we do not pay mcome
taxes. Although the marke! is down from when USGen purchased the dams i 1996, they would
not be available 3t "fire sale” pnices 1oday Therefore, any cost advantage the state would have
over the market power may be shm.

The state could ultimately be exposed to bond habiiity even if the purchase 15 funded

' with revenue bonds. A collapse of power prices that does not aliow bond service, or a

¢ catastrophic failure at any facihity could bnng tremendous pressure on the state 10 prevent default

| on the bonds or bankrupicy of the power authonty While neither of these scenanos 1s likely,
they are nsks that should be evaluated

State purchase of the dams will pot necessanly create lower-pnced power than

-: ahermnatives - the main benefit would be a stable source of power at a stable pnice over the long-
\erm., barring any major problem (projonged, scvere drought, catastrophuc fathure of a dam or

generation hardware, etc. ). The cost w0 generate the power will depend sigmficantly on the prce
paid for the assets and thus the costs of servicing the bonds.  Also. ownmng generation assets m a



competitive market exposes the state to risks when 2 regional market, into which the state
be selling power, sets prices. oulg

The state would likely be acting as a wholesale generator sclling into the market i
short-to-medium term, because purchasing facilities that gencrate 1.4 million kWh/yr gives\‘-he
Vermont surplus cnergy at least until long-term contracts (especially those of our investor.
utilities) start expiring in 2012. Some of Vermont’s municipal and cooperative utilities Wlll%
more near-term power needs, but their needs do not approach the amount of power that wj)) ::"t
available from these systems.

Federal Energy Regulatory Commission relicensing requIrcments can also create sop,
risk. Increased river flow requirements for recreational or habitat purposes reduce the quang,
and value of the power produced at any station. Because the pnice paid will be based on the
value of future generation, the possibility that the amount of power produced could decrease in
2018 and beyond can decrease expected revenuss, and increase the cost of the available powe,

Locking Vermont in to 2 single source of power now at a fixed price could prevent g
from benefiting form future low market conditions, new resource OppOTtuniles or new
technology. Pursuing this option is making a major decision on what Vermont's power mix vy
is of all the options. We should be

Jook like into the future without doing 2 detailed analys! .

cautious about choosing this option, whether it is the best option or not, because the Opportugiy
is now presenting itself.

Summary

In summary, the state purchasing any hydroelectric stations is an extremely complex
e that must be undertaken only afier a careful verting of the benefits and risks.
Fully understanding the benefits and risks will take significant resources, commercial business
capabilities and the ability to act quickly. There is probably no existing entity within state
government that has the necessary skills or resources in-house to manage a transaction of this
size. The state will need to dedicate resources that will be at the ready, should an opportunity

explore the purchase arise.
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is produced on average cach YOAT. The capacity factor for each station is bageq
on & number of variables, including: the amount of mqﬂ!l. the storage capacity of each station,
and the “head,” or distance the water falls into the turbines. The best bottom h‘m measure of
actual electrical energy production is the average annual generation measured in millions of

kilowatt-hours generated (KWh/yr).

the rated oapacity

In 2001, Vermont's electric energy load was 5,993,000 kWh. The average for all six
Connecticut River stations is 1,083,600 kWh/yr. The average for the two Vermont stations on
the Doerfield River, Searsburg and Harriman, is 120,900 kWhAyr. For the whole Deerfield
system (excluding Bear Swamp), the average is 322,600 kWi/yr. Therefore, the Connecticut
and Deerfield stations produce approximately 20% of Vermont's electrical energy needs per
year, on average. This does not mean that the systems will produce the power exactly when it s
wanted or needed, as hydro stations operations are affected by weather, and there are seasonal

peaks and valleys.
What are the beneflts to Vermont of owning the dams?

Owning this source of electric power will stabilize a portion of Vermont's
and costs for as long as we own the assets. To the extent that power markets are vm\:i'f: 13: lzlr:l)’
future, Viermont can count on a certain amount of power at a relatively fixed cost (there will, of
course, be cost increases for inflation of labor, capital equipment, taxes, etc.). The power A
pmduqod may cost more than the wholesale market price at some times, and less than mark
other times, but it will always be relatively stable. Vermont can offer this power to its inc et at
:":“'I“-‘f';:::“:‘“"’\:;‘:ﬂ“- and lay claim to the environmental benefits of maintaining f::i‘;il:rir;:mt
polhrting ‘3“'::“ ng a renewable generation source (water) with no air pollutants or other

The state would be purchasing the dams in iti i i
shoxld expet 10 pay  murket-based price. The co.mpﬂ:uon with private industry bidders, and
; ! : state’s advan i ™
h:‘\:: : lower cost of borrowing to finance the purchase, and C:I::;r: u:“. 1t presumably will
private entity will pay (for instance, income taxes, and some property gixr,n:, ?me bl
ermont),

Now is & good time to be purchasing generation assets

generation on-line in the New England region, driving power There is an overabundance of

it will be a major commitment by the state,

e TT};::;:; :rl:la Ecsl.n be expected 10 be a good steward
Y mu::erlgy chylalory Commussion (FER
also obtain state water quality permits, where app}

: applicable. Vermont can

be expected to protect wa i
ler qualit i
vy . AIer quahty, recreation, fi and i
ams come up for relicencing (e Wil B \:;hFhl.l;:t:::d - aquatic plant habitat when the
. ermnon

of the water resource
_ s al the
C) licenses all the stmnu:n.% issue

. . Li ;
habitat or recreation, instead of icense operating conditions

used for electric generation. 10 be “spilled” for

Different river flow levels, and

L

water levels can be required for different times or year. All of these restrictions can
Jecrense the water flow through the generators, and thus decrease the affected station's power
output. The state, like any hydroelectric station owner, will have to balance habitat and
“.,cw;tioml interosts with power generation needs.

'wrw'l ir

How would the state go about demonstrating un interest in purchasing the assets?
The Department has had discussions with officials from PG&E National Energy, owner
USGen New Englund, as has been told that if there is to be an asset sale of the hydroelectric

of : ;
1e state will be notified so that it can decide whether to get involved in the process.

gtations, tl
Should the assets be put on the market the state would need outside expert assistance to

ate whether 1o bid on the assets. Determining the cost of a preliminary assessment is

overal sources have estimated it a several hundred thousand dollars. It likely will

o take the next step and engage in the due diligence

and bid process. The state may well conclude at any time during the process that it 18 not

worthwhile or feasible to continue. It could also go through the entire process and not submit the

winning bid. At that point, there is no return on the resources invested.

u\'llu

difficult, but &
(ake a8 much greater financinl commitment t

state will have to be nimble, be able to deal in a commercial
time frame, in a professional way, and will have to show the capacity to perform. The sellers are
unlikely to be comfortable engaging in the political process, waiting for legislative approval of
the deal, or of the financing details. There likely will be no benefit to selling to Vermont as
opposed to o private bidder that would cause the seller to accept an inferior offer, or spend more

time than otherwise necessary putting together a deal.

In pursuing a purchase, the

What are the possible risks to the state of purchasing the dams?

The state would be bidding against commercial entities for any assets, and will pay a
market price based on the current and projected price for power in the wholesale market. The
state's advantages would be that we can get lower cost financing, and that we do not pay income
taxes. Although the market is down from when USGen purchased the dams in 1996, they would
not be available at "fire sale" prices todny. Therefore, any cost advantage the state would have

over the market power may be slim.

The state could ultimately be exposed to bond liability even if the purchase is funded
with revenue bonds. A collapse of power prices that does not allow bond service, or a

catastrophic failure at any facility could bring tremendous pressure on the state to prevent default
on the bonds or bankruptcy of the power authority. While neither of these scenarios is likely,

they are risks that should be evaluated.

ssarily create lower-priced power than

source of power a1 a stable price over the long-
ere drought, catastrophic failure of a dam or
the power will depend significantly on the price
he bonds. Also, owning generation assets in a

dams will not nece

State purchase of the
fit would be a stable

alternatives -- the main bene
term, barring any major problem (prolonged, sev
generation hardware, etc.). The cost Lo gencrate
paid for the assets and thus the costS of servicing t



